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The role of Japan in the development of the Indonesian economy is inevitably
getting bigger. Japan is the biggest market for Indonesian exports. As it does in
exports, Japan is also the biggest sources of import. From the bilateral sources of
debts, it is obvious that Japan is also the biggest sources of loan.
In regard of getting the role of Japan, a certain kinds of awareness should be
taken by the Japanese Government to lessen the negative feeling of the society that
might rise to that which happened in 1974 will never take place again.
1.    Introduction
On of the main factors that affect the development of the international trade
and invesment of ASEAN countries including Indonesia has been the appreciation of
yen since 1985. This was due to the imbalanced trade, especially between the deficit
of USA and the surplus of Japan. It has continued to happen up to now.
The appreciation of yen then affected other ASEAN countries. Because of the
increasing value of yen, the Japanese exports are declining due to decreasing export
competition which is caused by the rising cost of living. Therefore, the import and
innvestment abroad tend to go up. In ASEAN countries, the exports are going up and
the Japanese investment is intruding. The balance of trade is getting better.
Industrilization helps create job openings and transfer of technology. All this
encourage the increasing economic growth of the ASEAN countries that enables them
to achieve regional stability.
Professor Kanane Akamatsu stated a theory "Wild geese flying pattern"
(Yamashita S., 1991) to the spread of Japanese economic development over the
ASEAN countries through the new Industrial Countries (such as Korea, Taiwan,
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Singapore). He based his theory on a long term observation on the development of
industri in Japan.
Apart from yen appreci tion, there are some other factors (domestic) that
greatly support the development of ASEAN countries, such as:
1. Government policy on economic deregulation both in trade and investment which
enable private sectors to develop more easily.
2. The increasing volume of trade among ASEAN countries.
3. The more establish domestic social politics and security.
Thus, the Japanese investment in foreign countrees, especially in ASEAN
countries, is supported by the appreciation of yen, the increasing production, the
government policy on deregulation,the national stable political condition.
The role of the Japanese joint ventures with the local partners in ASEAN are quite
big, mainly in supporting the industrialization to increase exports. They help:
a) create job vacancies
b) improve the amount of the foreign exchange
c) transfer technology
d) support  the  development  of  domestic industries.
Therefore, the governments of ASEAN countries greatly welcome the
Japanese Industries, i.e. textile & garments, electronics and automotive industries.
Japan also plays important roles in the development of Indonesian economy with its
all characteristics as mentioned above. Yet, Japan is even a quite big partner to
Indonesia in exports, imports, investment and foreign loans. Before analysing the
roles more in details, it is necessary to discuss the chronological development of the
Indonesian economy.
2.    The Development of the Indonesian Economy
After its fast development in 1970's as a result of the oil boom, the Indonecian
economy is suffered a recession of the world economy. The recession which started
to happen in the beginning of 1986 and the decreasing price of oil forced the
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Indonesian Government to carry out some adjustment policies since oil dominated the
Indonesian economy. In the early 1980 the oil exports constituted 82% of the total
exports and 72% of the government revenues.
Some various adjustment policies were taken to reform the economy (Anwar,
et. at., 1991). The first deregulation policy was on monetary in the early 1983 which
eliminated the credit ceiling, freed the determination on the level of interest rates and
reduced the credit liquidity from Bank Indonesia. From the point of view of fiscal
policy, the government saved the budget (Austerity program) by reducing the budget
and delaying some government projects. Meanwhile, in 19854 the government
reforced its policy on tax in order to improve the government revenue.
There were also some deregulation on the international trade, i.e. tariff
rationalization, the use of tariff system instead of quantitative restriction,
improvement on import system and replacement on customs department with foreign
consultant (SGS) from Switzerland.
Devaluation was taken a few times (1978, 1983 and 1986) in order to make
the exchange rate more realistic and to increase the value of exports. The procedures
for exports were simplified, some kinds of incentives were given to the exporters, and
imports on raw materials were with zero tariffs when the final products were to be
exported.
Some various ways of promotion were carried out to attract foreign
investment, such as simplifying the procedures and since 1994 foreign invesment
may be up to 100% of ownership on certain fields.
In 1988 and 1989 the deregulation on monetary was continued and so was it
on capital market. The procedure for the licence was untightened and foreigners were
allowed to buy shares of maximum 49% at the stock market in Jakarta.
Those adjustment policies proved to be reliable to modify/change the structure
of the Indonesian economy.
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3.    The Structural Change of the Economy
During the oil boom, the Indonesian economy grew quite fast (7-8% per
annum). Yet, the growth was merely because of oil. The Indonesian economy may
then be said as an oil economy. With the taken deregulation, the role of oil in the
economic growth was decreased. The Cross Domestic Product (GDP) from oil
decreased from 17% at the end of 1970 to 9% in 1993; whereas the GDP from
agriculture decreased from 25% to 18%. However, the GDP from services increased
from 30% to 42%.
The role of oil in exports decreased from 82% in 1980/1981 to 40% in 1992.
The government revenue from oil, therefore, went down from 70% to 40%. Thus, it
was clear that the structure of the Indonesian economy become more balanced.
4.    The Role of Japan
Japan played a quite big role in the growth of the Indonesian economy. This
can be seen from its role in trade (exports and imports), investment and foreign loans.
a.    Exports
The strategy on industrial development has moved from import substitution to
export promotion. The reason is that Indonesia needs foreign exchange to import raw
materials and to pay foreign debts. The balance of trade always shows a surplus (X-
M), but the current account always deficit since the deficit of the transaction on
services is bigger that the surplus of the transaction on goods. The amount of the
deficit on the current account on services is caused by the repayment of the interests
of foreign loans. Meanwhile, the deficit of the comodities transaction was balanced
with the surplus of the transaction on capital which occurs as a result of the foreign
loans.
The structure of exports has gone through changes. The role of oil exports in
the total exports went down from 82% in 1981/1982 to 40% in 1991/1992. The non-
oil exports (mainly manufactured) went up from US$ 12 billion to US$ 25 billion in
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1992/1993. The main productc of non-oil exports are textiles, plywood and rubber
products.
 Japan is the biggest market for Indonesian exports (see Appendix 1).
Indonesia mainly exported oil to Japan and its exports on manufactured products to
Japan raised from US$1.8 billion in 1987 to US$ 33.7 billion in 1992. Compared to
other countries, Japan is the biggest market for Indonesia.
b.    Import
The composition of imports mainly consists of raw materials and capital
goods (about, 70%). The imports are growing in line with the development of
industry. Most of the production of manufactured goods still uses the import
components, like otomotives, electronics and garments ( about 65%).
Import is still dominated by capital goods. The growth of import is quite high
(16% per year). It is clear, therefore, that Indonesia imports goods with comparative
advantage, i.e. goods which are capital and technology intensive. With some various
policies on exchange rates which are managed float and the control on inflation, the
big capital outflow can be prevented. Up to the present time, the inflation rate can be
maintained below 10% and the the exchange rate fluctuate with gradual depreciation.
As it does in exports, Japan is the big source of import, compared to other
countries (see Appendix 2). The Indonesian imports from Japan increased from US$
4.4 billion in 1987 to US$ 8.3 billion in 1992 and constituted the biggest source of
imports compared to others. The imports generally cover otomotives and electronics.
c.     Foreign loans
Although Indonesia basically adopts a free foreign exchange system, the
foreign loans (especially for BUMN/government companies and banking) ara
coordinated. The government by all means guarantees the BUMN loans (PKLN
Tesm); and the banking loans with the regulation of NOP (Net Open Position), i.e. a
foreign loan of maximum 25% of the capital.
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In 1970's the Indonesian foreign loans, which were still relatively little with
the Debt Service Ratio of about 14%, were mostly for the government (and very little
for private companies). The oil boom of 1972, 1973 and 1974 certainly helped reduce
the burden of debt (IMF, 1994).
In the early 1980's the world recession which was signalled by the trade
imbalance of repayment of the developed countries (the USA's deficit and the
Japanese's surplus), there was a move from yen to Dollar. The Indonesian debts
increased (the debts were not in dollars but the export-imports were in dollars). The
debts increased from US $ 35.1 billion in 1985 to US $ 49.5 billion in 1987. The Debt
Service Ratio went up to about 30% (Appendix 3).
The Package of October 1988 widened the banking and ceiling of the foreign
loans was eliminated. The expansion of monetary caused inflation (over-heating
economy). The tight money policy was taken into action so that the domestic funds
was tightened and the interest rate increased. This resulted in a condition where the
private companies chased for foreign loans. The total Indonesian debts (especially
private) increased from US $ 130 million in 1988 to US $ 2.6 billion in 1990. The
private debts were mostly commercial and for a short term.
The chasing for foreign loans resulted in the increasing rate of interest. The
increase with the tightened funds abroad because of the economy reformation in
Rusia, China and the East Europe made it worse. From the bilateral cources of debts,
it is obvious that Japan is the biggest source of loan (Appendix 3).
In conclusion it can be said that Japan plays an important role in the development of
the Indonesian economy.
5.    Final Comments
One thing should be noted that the role of Japan in the development of the
Indonesian economy is inevitably getting bigger. Therefore, a certain kind of action
should be taken to lessen the negative feeling of the society. It may happen that some
people feel worried about the'Japanese domination and it may create a problem with
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the income distribution. The Japanese government and people had better be careful
with this so that what happened in 1974 will never take place again.
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